In many industries, M&A is a central tool to be used in strategic objectives like market entry, technological leadership, or efficiency in production and distribution. But the success rate of most merger and acquisition deals is low. Flawed strategizing, unrealistic synergies, poor target selection, cultural clash, and, most of all, weak post-merger integration processes pose huge challenges which can lead to costly failures. Still, the lack of organic growth opportunities for many firms -especially in mature marketsleave them little choice. They must acquire or risk stagnation. This book addresses the salient question of how to make M&As work. We offer the unique possibility to embark with us on the journey to reflect upon the past M&A activities of Prysmian -the global leader in energy and telecom cables -by sharing its real-world experience and carving out a manual for success in a mature industry that requires high levels of integration between operating companies. Co-author Fabrizio Rutschmann, Chief Human Resources Officer (CHRO) will, together with his colleagues, offer you a deep, insider perspective -another rarity in publications on this topic. (Rutschmann is the other half of the narrative voice, although he will be referring to himself in third person throughout this book for clarity's sake.) Throughout, as we refer to Prysmian, you will notice a slight shift in tone, particularly in the latter half of the book, where we discuss in detail the post-merger integration process, an area that has been much overlooked by the previous literature, and where viii Prysmian's example shines. This less formal approach is reflective of our intimacy with the case, and our desire to bring you into the company at a more granular and personal level. "Certainly, one of our greatest strengths is our openness,"
observes Andrea Pirondini, Chief of Operations for Prysmian
Group. "In fact, we are so candid about many of the most contentious issues in business that, in any other company, we would be thrown out of the boardroom!" Prysmian's management team has afforded us a unique opportunity, and one that we intend to exploit fully, particularly in the later chapters where Prysmian executives divulge their greatest post-integration challenges. That said, the M&A story will not only be told from the Prysmian perspective. The invaluable insights from Prysmian will complemented by numerous case illustrations from other companies operating in a wide range of industries. This revolutionary playbook is organized into five main sections, corresponding to the complete M&A process:
1. strategy;
2. target selection;
3. due diligence;
4. negotiation and deal closing; and,
post-merger integration.
We base our intensive study on over 50 M&A deals and the relevant academic literature. In order to save the readers' time, we summarize the key messages of the book as propositions: if you agree with what we propose and already run your M&A processes as summarized by the statement, you may either decide not to read these specific sections or skim for insights that expand upon your knowledge base.
However, if you disagree with our recommendation, and see potential in getting a different viewpoint or a way to implement change in your company, you may invest time to carefully study what we have to say and adapt to your own unique circumstances. This is how you create your own M&A playbook. Think of this as your customized guide, complete with a series of codified steps that will increase the likelihood that your next acquisition creates long-term shareholder value. It's an investment of time that will pay off greatly in your company's future.
xINTRODUCTION
M&A is a risky growth option, but for many business situations it remains the most promising alternative to reach strategic objectives. As a proof of this concept, we can observe how the level of M&A transactions across borders has not only increased, but reached a record high in 2015. Does it create value? Not always. Existing studies claim that only 10À50% of M&A deals create value. So, if we know that most M&A deals eventually fail, why are so many executives eager to find the next opportunity to acquire a firm? The answer is: overconfidence.
A recent case in point, and the reason why this book is so relevant to any business seeking growth, is Kraft Heinz's failed attempt to acquire Unilever. Kraft Heinz's spectacular missteps despite its own long history of growth by acquisitions suggest that even the giants with track records have much to learn about M&A, yet lack the Emotional Intelligence/Emotional Quotient (EQ) to recognize how far they are falling short as potential buyers.
To put it bluntly, Kraft Heinz was arrogant in its approach. Its $143 billion offer would have been the largest in the history of the food and beverage industry and put the world's best-known consumer brands under one roof. But its early announcement of its intention suggests it failed to understand its target and "read the room." Although Kraft Heinz stated its actions were "friendly," its premature and public eagerness to forge ahead suggested to the 1 market and, it seems, to Unilever, that it was launching a hostile takeover. Whether or not that was truly the case, it demonstrates that the prospective acquirer was tone deaf.
The proposed merger was a mismatch on many levels. Kraft
Heinz, a much smaller entity in terms of market capitalization, is a debt-laden investment vehicle of a private equity (PE) fund. It was attempting to buy a cash-rich company with solid results and a relatively slow-moving share price to boost its own growth, which likely could no longer be sustained by its own aggressive cost-cutting approach. But Unilever, a complex organization with a dramatically different culture and two strong national interestsGreat Britain and the Netherlands -rebuffed the deal, likely fearing heavy rounds of layoffs and asset stripping under Kraft Heinz's ownership. We'll dive into the reasons for the bid's failure later in the book, but the point is that even seasoned corporate leaders -like Kraft Heinz board member Warren E. Buffet -don't always get it.
Kraft Heinz was genuinely surprised by the resistance of Unilever's managers. It failed to take into account the fact that their differences in culture and business model are too high. Unilever's Chief Executive Officer (CEO) strongly opposed the deal despite the possibility of an extra 12 million pounds' worth of shares in his pocket. It was about so much more than price. Kraft is hardly alone in its cockiness. Most managers think that they are better at finding and executing deals than their peers.
Overconfidence is one of the most important cognitive problems as it induces us to come to incorrect conclusions without ever once questioning ourselves. According to the Cognitive neuroscientist Tali Sharot, 80% of human beings suffer from an overconfidence bias. 1 She points out that 2 out of 5 marriages eventually fail, but 0% of couples think their marriage could fail when they decide to get married, or in the words of Samuel Johnson, "Remarriage is the triumph of hope over experience."
In many ways, the typical M&A deal is just like marriage. From experience, we know that too many M&A operations fail, but we seem to live in hope that the next one will provide value, despite the logic. So how can we inject a little bit of "self-doubt"? Isn't it risky to develop an M&A playbook that suggests we have everything under control? Is executing an M&A deal successfully something that can be learned? Yes. If not, we would not bother you with this book.
Of course, there is a consolidated stream of literature which suggests that increasing M&A experience has negative effects on M&A success. The reason is that firms tend to apply universal rules to very different deals, and this cookie cutter approach can be a recipe for failure. But if firms begin with the critical recognition that every deal is different, creating an M&A playbook and codifying past experiences will be beneficial for M&A success. Just be sure to resist the temptation of applying generic M&A rules blindly. Before you engage in M&A, make sure you have all stakeholders mapped out and establish a clear view on the various steps throughout the M&A process.
Never has the time for an M&A playbook been more necessary. Acquisitions remain a popular growth mode for many firms, as evidenced by the fact that 2015 has been one of the biggest M&A years ever, with a global value of about 4.7 trillion dollars of signed deals (Farrell, 2015) . These 131 megadeals pushed 2015 ahead of 2007's total (Baker & McKenzie, 2015) , when the previous record of $4.296 trillion of mergers was struck. Cross-border deal values in the fourth quarter of 2015 rose to the highest level ever recorded in a single quarter, fueled by megadeals such as the Anheuser-Busch InBev US$120.3 billion merger with SABMiller. Many of these deals included cross-border acquisitions, which amounted to 5441 deals, for a total value of US$1658.4 billion (Figure 1) .
Unfortunately, many of those acquisitions are doomed to fail, and those losses will tally up to billions more dollars. It did not have to be the case. Disaster could have been averted if certain steps had been taken even before their merger talks began and if these business leaders had access to, and followed the steps of this playbook.
The purpose of this book is therefore to reduce the number of acquisitions that are made for flawed strategic motives, with the wrong partner, using questionable valuations methods, and weak integration mechanisms. Many companies like Prysmian which operate in mature markets can't necessarily rely on Ferrero's strategy of organic growth. They lack the same opportunities of innovation or of an expanded customer base. Those businesses must ask themselves about the potential pitfalls of expansion through acquisition. So how does M&A potentially destroy value?
According to the academic literature, one of the biggest traps is managerial self-interest. Managers are empire building, creating conflict between property and control, driven by managerial hubris rather than by economic rationality. Managers and executives are often tempted to increase the size and scope of their power and influence and to increase the size of the company they manage through M&As is a way to do this. To increase the size of business units, their staffing levels and the dollar value of their assets are way for executives to acquire greater resource control and more personal power within the company. However, this does not mean to create value and wealth for shareholders, since resources are not always efficiently allocated.
Still, the game is worth the gamble. Indeed, thanks to diffused payment schemes, when the acquisition increases shareholder wealth, there is a significant increase in the compensation and wealth of the top executives -especially for the Chief Executive Officer (Lambert & Larcker, 1985) . While the risk of a given transaction is particularly high for shareholders, the risk for managers is conversely very low, as good acquisitions increase compensation while bad acquisitions have no or little negative effect on theirs' wealth (Khorana & Zenner, 1998). With some exception. In Prysmian, more than 50% of employees are also shareholders. CEOs are discouraged to engage in wealth-reducing mergers only when they own a significant amount of shares (Bliss & Rosen, 2001 ).
Another reason why M&As destroy value is the departure rate of highly qualified executives. Voluntary turnover of target firms' executives reveals an adverse selection phenomenon, namely that, often, the managers who leave are those who are the most prepared or qualified to see through the transition (Walsh & Ellwood, 1991). It is therefore essential to assess the management and clarify as soon as possible who will be on board and who has to leave the combined entity. At Prysmian, all managers (direct reports to the CEO and two levels beyond that) had been assessed with the support of a specialized firm. Within six months after the merger with Draka, the new organizational model was released and any uncertainty about who would lead what unit was eliminated. Ideally, the top positions should be discussed and assigned before the deal is signed.
Yet another reason for value destruction is culture. The role of culture and cultural differences in M&A can be controversial as it revolves around the need to find a meeting point between potentially very different personal and managerial styles. On the one hand, a common cognitive basis or shared background could enable better coordination (Puranam, Singh, & Chaudhuri, 2009). To have the same points of view and to share the way of doing things can create value in continuity with respect to how businesses were run before the transaction, without any major change. On the other hand, the combination of different cultures exposes firms to different routines that could enhance innovation and improve performance (Morosini, Shane, & Singh, 1998). Interestingly, it does not happen very often that a due diligence is interrupted because of cultural incompatibility. However, the circumstance has to be tied to the fact that often those who manage the process poorly omit to touch upon the topic, considering it less important than the financials or tax and legal aspects.
Prysmian, for its part, has not always executed its post-merger perfectly. The 1998 acquisition of part of Siemens cable division by Prysmian pre-cursor Pirelli resulted in a series of culture clashes between two companies with strong individual identities. Siemens, like Pirelli, started its cable business at around the same time, toward the end of the nineteenth century, and was just as global, with a presence from the United Kingdom to India.
"They started differently, in the same age, and for 100 years they were competing, then the two companies came together," observes Hakan Ozmen, CEO Prysmian North America.
The acquisition gave Pirelli's cable division a large presence in Germany, Romania, and Turkey -all huge markets for Prysmian today. But mistakes were made.
"We failed to integrate well," recalls Ozmen. "But we learned useful lessons and the result, ultimately, was success."
We'll discuss those specific lessons learned in the next chapters. But what is astonishing is that, on average, M&A performance over the years does not seem to have improved much among most players in this space. Many have not learned their lessons. And it seems that research results have little influence on the practitioners, perhaps because research is incomplete or maybe because firms do not invest enough time in learning how to conduct M&A. For many firms, M&A is an extraordinary event, a one-off so to speak, therefore they do not invest in building up dedicated resources and routines. Value destruction in many cases can be attributed to the missing human and organizational resources needed to reach the expected deal outcome. In particular, the nonexistence of integration teams with consolidated work protocols is a critical weakness of merger-management, as it can be determinant in capturing synergies, clarifying decision-making criteria as well as structuring and communicating implementation plans.
In a recent McKinsey study on how CEOs can boost their odds of success (Birshan, Meakin, & Strovink, 2016), M&A is mentioned as the second most important strategic move of newly appointed CEOs after reshuffling of management. In many firms, M&A has become a more frequently used method of implementing corporate strategy. However, consultants from Bain found also that in 70%One way to do so is to learn from the best, and we will try to extract some best practices in the pages of this book. In addition to Prysmian, the hall of fame of companies who have a proven track record in managing M&A includes companies such as GE, Cisco, InBev, or Apple. Unfortunately, there is no consensus about the impact of the frequency of acquisitions on performance. Despite research made by consultancy firms highlighting that companies that shopped frequently (high frequency of M&A transactions) performed better, academic research contested the role of experience in M&A as a capability-building mechanism (Rouse & Frame, 2009) One of the reasons for the difficulty in understanding the impact of learning and experience on M&A success is that we don't have an agreement on how to measure M&A success. One of the most valid methods for evaluating any investment is the investor's required return, that is, the return that investors could have earned on other investment opportunities of similar risk. The assessment is relatively simple: value is created when the returns on the investment exceed the required rate of return. Value is destroyed when the investment returns fall short of the return rate required by investors. Value is conserved when investors earn the required rate of return.
As second way to understand the value of an M&A transaction is through event studies. A transaction (event) generates value when the following criteria have been fulfilled:
1. shareholders of target firms receive abnormally positive returns; 2. returns to buyer shareholders essentially break even and value is conserved; and 3. shareholders who invest in the combined entity formed by an M&A transaction receive positive returns.
Unfortunately, both methodologies have produced limited and nongeneralizable results so far, while accounting studies on the value of M&A transactions provide little additional insights. A review of existing studies shows that two report significantly negative postacquisition performance, four report significantly positive performance, while other studies are in the middle, predicting no significant performance impact. Dennis Mueller, Professor of Economics at the University of Vienna (Mueller, 1980) , generalized this situation by arguing that mergers have modest effects, up or down, on the profitability of merging firms in the three to five years following mergers.
Another method for assessing whether an M&A has created value is to ask the executives. But these surveys are also inconclusive: six of the 12 studies that we have reviewed suggest negative results. The remainder are neutral or positive. Interestingly, the better they felt about their own deals, the more they condemned M&A results in general. It is likely that those few who in the end obtained positive outcomes speak so skeptically about the achievable results because they are all too aware of the difficulties related to the process. In effect, they are giving us a warning.
This book will offer much more than the skepticism of existing academic research. Its purpose is not just to provide a playbook for M&A, but to equip managers with a healthy dose of "angst" when conducting acquisitions. We have seen too many management teams falling into the overconfidence trap. Too often, the executives we interviewed told us they had no idea that at least every second acquisition fails. But they are quick to rejoin with the statement, "We are not an average management team. We are better than all the other teams that have tried before."
If you still think your acquisition project is a good idea after having thought through the 53 acid tests presented in this book, you may well decide to go ahead.
DO WE NEED AN M&A PLAYBOOK?
Despite the "warning note" that M&A is risky, the appetite for M&A is still growing. So how can we prepare the organization for the next acquisition? How can we learn how to effectively conduct M&A? Do we need a firm-specific M&A playbook? The M&A playbook is more than a checklist in a well-defined five-step process. It is a comprehensive guide that helps you to tackle the challenge of creating a strategy, identify targets, conducting a due diligence, negotiating and deal closing, as well as integrating the two entities in the post-merger phase.
We believe that a firm-specific M&A playbook is a must for all serial deal makers. You can learn how to conduct M&A. According to a study that was published in Strategic Management Journal, the use of specific systems, manuals, and other acquisition tools has a more tangible influence upon acquisition performance than experience alone. "Knowledge codification strongly and positively influences acquisition performance, while experience accumulation does not," 3 the study concludes.
An M&A playbook codifies past experiences and helps man- Researchers at the University of California and the Tuck School of Business found 4 a U-shaped relationship between a firm's acquisition experience and acquisition performance: the more similar a firm's acquisition targets are to its prior targets, the better they perform. Therefore, the distinguishing characteristics of each M&A event have to be considered. Businesses can leverage their past M&A experience only by increasing their awareness of relevant differences in the acquisition process. We can think of at least eight distinct M&A situations that require a firm to adapt a particular M&A strategy and process: . Thus, the proximity factor will influence whether the bidding party should undertake these particular acquisitions.
Mood of the bid (friendly versus hostile takeover). Even if
hostile takeovers are covered by the press much more than friendly takeovers, they account only for 10% of all the acquisitions (Cartwright, 2012). As researchers at the Cranfield School of Management and the Department of Economic Development in Dubai confirm, 5 no differences between friendly and hostile takeovers can be observed regarding the successful outcome of the deals. The bidder's behavior seems unrelated to previous acquisition experience. That said, hostile takeovers can reduce bidder gains by almost 8%. This loss could be explained by the fact that the premium is larger or because takeover defenses have made the target firm less valuable (Servaes, 1991; Pound, 1988).
Big versus small deals.
The size of deals refers to the relative size of firms, so a big deal is worth 30%+ of an acquirer's market cap. Size is an important determinant of M&A activity, as managers are driven by the desire to increase the firm's size and thus secure their private benefits. Bigger size can be seen from two different perspectives: on the one hand it can discourage peers to engage in a large, complex deal, on the other hand, a bigger target could be more attractive for a takeover (Gorton, Kahl, & Rosen, 2009). Usually, larger firms takeover smaller ones. Big acquisitions can be tough to finance. As compared to smaller deals, it is much more difficult to raise funds by issuing debt, and the increasing amount of debt can substantially increase the chance of financial distress (Gilson, 1989). Also, the alternative to finance the acquisition of a large company with stocks can dilute the buyer's ownership and lead to a loss of control. Thus, the probability of being a target decreases as a firm's size increases (Hasbrouck, 1985; Palepu, 1986) . Bigger deals are more complex for the acquirer and can seriously damage the firm if the deal fails to deliver the expected outcome. Small deals, by contrast, could be beneficial when the acquirer has sufficient capacity to integrate smaller-sized companies and succeed in consolidating markets in which competitors cannot achieve the same economies of scale (Agrawal, Ferrer, & West, 2011). In sum, a recent study by McKinsey 6 consultants has shown little difference in performance as measured by excess total returns to shareholders (TRS), whether firms engaged in one big deal, many small deals, or few deals. The TRS does not depend upon the size and frequency of transactions so much as the buyer's capability to identify, evaluate, integrate, and manage the target.
5.
Private company versus state-owned company. Privatization is a process in which the private sector takes ownership and control of publicly owned institutions. From the government's perspective, the reasons for selling can be several, such as raising revenue for the state, reducing public debt, reducing government interference in the economy, or introducing market competition, subjecting state-owned enterprises to greater market discipline (Surendranath & Thanh, 2014). From the bidder's perspective, the benefits can include access to a restricted market, access to strategic resources such as political support, capital from state-owned banks, and eligibility to bid for government procurement contracts. Improvement in efficiency of the former state-owned enterprise can also represent a significant opportunity for the bidder as well as government privatization policies. Still, there are some typical risks that need to be addressed. Lack of accounting transparency and excessive window dressing can distort the valuation of the target. Considering the counterpart in these specific transactions, negotiations can be time-consuming and subject to opportunistic behavior (Cooke, 2006). Moreover, Noble Foundation Professor of Finance Rafael La Porta highlights (La Porta, Lopezde-Silanes, Shleifer, & Vishny, 1997) that the winner in these transactions is the one who is willing to make the highest bid, suggesting that the successful bidder is more likely to overpay for his target. In addition, a private firm which was previously state-owned frequently experiences strikes and civil disobedience, both in the negotiation phase and in the post-closing phase, increasing post-acquisition costs. Post-acquisition political interference appears to be also commonplace (Uhlenbruck & de Castro,1998).
6. Excellent firm versus turnaround case. Selling out may be the most commonly chosen alternative for organizations in which internally directed turnaround efforts have failed (Bibeault, 1982) . Several factors may make the acquisition of a distressed firm attractive to a buyer. Basically the deal rationales can be similar to that of acquiring healthy target: business combination to increase market power (Chatterjee, 1986; Hitt, Harrison, Ireland, & Best, 1998), economies of scope deriving from shared resources such as distribution network (Seth, 1990), economies of scale and cost savings deriving from integration of activities, and diversification of the asset portfolio. The differentiating element here is that the management of the bidder must be able to identify the target's dysfunctions and be sure to have the right tools to correct them. A distressed situation has obvious effects on the price of the target and this represents a significant opportunity for the deal once the factors to be corrected are identified. If a buyer can be found with special competence or a good strategic fit, an acquisition may be beneficial for all parties (Hambrick, 1985) . Some firms are distressed not because they lack resources but because they have made an improper use of them. Thus, the managers of a potential acquirer might be attracted to a poorly managed target with valuable resources and make a change in management once the deal is completed.
7.
Listed company versus family-owned company. One key difference between private and public firm acquisitions is the quantity and quality of information available on private versus public targets. Due to the legal and market requirementsinitial public offering (IPO) processes, regulatory disclosure requirements, relationship with investment banks, coverage by analysts and the press -we have a lot of information available about firms with publicly traded stocks. Uncertainty about their value is much lower if compared with the valuation of private firms, which typically have more control on the information they want to communicate (Reuer & Ragozzino, 2007) . Indeed, we have pricing made by the market as a reference for evaluating the target with listed stocks. In effect, the market provides a system of transparency and asset valuation that is available to all the bidders, and can be a useful complement to the buyer's own resources when it comes to researching and analyzing the value of a target. By contrast (Capron & Shen, 2007), private targets are less visible and transparent to the investment community and are consequently more difficult to evaluate since it is more complicated to signal value to the market (Becchetti & Trovato, 2002). Accordingly, acquirers incur higher search costs while sellers have to increase their marketability. One result of this is the so-called "private firm discount." The reduced transparency of the information on the target makes the valuation riskier and decreases the appetite of bidders to pay high prices. In addition, existing literature justifies the "discount" with the relative lack of market liquidity for private firms (Fuller, Netter, & Stegemoller, 2002). Indeed, the existence of an active market for shares of public firms makes it easier for a seller to find a counterpart. Shares of private targets conversely must be sold to specific buyers, who are difficult to identify. As in any market, the lack of demand can be balanced only by a change of the conditions of the offer and from this derives the "discount." Some authors find that private firms are purchased at an average 18% discount in terms of book multiples, or 20À30% discount in terms of earnings multiples compared to equivalent public firms (Koeplin, Sarin, & Shapiro, 2000). The above list shows only a few important factors that need to be considered when adapting the M&A playbook to the specific deal context. Of course, every deal is different, and it is difficult to separate causal relationships between integration decisions and their performance outcome. But a playbook can at least lay the necessary groundwork for smart tailoring (Cording, Christmann, & King, 2008). Medical doctors recognize that each patient is unique but still apply certain guidelines and standards when they treat patients. Diagnosis and treatment are influenced by broad categories such as gender, age, weight, lifestyle, or genetics. An M&A playbook should work the same way.
Learning how to conduct M&A is optimized if acquirers first focus on homogeneous acquisitions and then move on to more heterogeneous ones (Barkema & Schijven, 2008). As stated earlier, prior acquisition experience does not necessarily improve postacquisition performance, but the degree to which acquirers articulate and codify their experience in ad-hoc tools does (Zollo & Leshchinkskii, 2000) .
As in acquisitions, the management of strategic alliances can also benefit from a dedicated playbook. An alliance learning process that involves articulation, codification, sharing, and internalization of alliance management know-how is positively related to a firm's overall alliance success (Kale & Singh, 2009). Prashant Kale, Associate Professor at Rice University, and Harbir Singh, Mack Professor of Management at Wharton, have demonstrated that firms with a dedicated alliance function, which oversees and coordinates a firm's overall alliance activity, have greater alliance success. Is this true for M&A as well?
DO WE NEED A DEDICATED M&A TEAM?
The playbook defines the roles and responsibilities of the actors involved. One of the most critical decisions firms need to take in relation to their M&A activity is oversight. It's a choice between delegating activities connected to the deal to a dedicated team, or charging line managers with the task of managing the deal, supported by consultants.
Some acquirers, such as Cisco, GE, and Barilla, have built a standing, experienced deal team that gets involved in all acquisitions. Ideally, such a team allows the company to create opportunities proactively, or to strike rapidly when the right deal becomes available. This dedicated group should be responsible for creating formal procedures for M&A processes, with clear guidelines for the purchase and the integration of acquisitions. The team is then able to update its codified guidelines at the end of each deal through a post-mortem analysis (Cullinan, Rovit, & Tymms, 2003). The M&A team should be complemented by an integration manager with the authority to list priorities, coordinate taskforces and set the pace, spending about 90% of his or her time on the integration.
The decision to work with a dedicated team and an integration manager depends on several factors: the frequency, complexity and size of deals, as well as the experience of managers. The advantages of having a dedicated team are many. All processes are most likely to be addressed more efficiently, with more experience, especially if codified in an M&A playbook and adapted to the deal context, and -most importantly -with more time since the team is dedicated to that function and there is no element that might distract them from this work. For line managers, most M&A tasks are new and the likelihood of making mistakes is high. Some firms, like the Mexican Cement producer Cemex, create mixed teams of M&A veterans and young, high-potentials. This way the M&A process and in particular the post-merger integration phase can be leveraged as an in-company training program, providing a 360°view on the firm.
Of course, there are also negative implications to this approach. By separating the negotiator from the integrator, for example, the likelihood of frictions in the implementation phase increases. In addition, managers who know they have to integrate the business afterward are likely to ask the right questions in the due diligence phase and are probably more realistic when estimating synergies and discussing post-merger scenarios. It is therefore essential to find a way to use specific knowledge of a dedicated M&A team for the benefit of line managers that need to take over after the M&A specialists have left.
Within this trade-off, the optimal deal team therefore brings a diverse range of skills, functions, and expertise together. The seats at the table should ideally be:
1. An overseer of corporate development: to assess strategic rationale to set the structure of the deal and to manage the relationship between the bidder and the seller and their respective advisors.
2. An internal sponsor: an executive of the company who identified the target due to its supposed strategic fit with the bidder, who helps to formulate hypothesis related to the future evolution of the company through the supposed acquisition.
3. A transaction approver: often the CFO, who assesses the overall financial effect connected to the transaction and helps to arrange financing as well as to check for strategic alternatives.
4. An integration team: responsible for fast integration of target's employees, operations, and processes within the bidder's existing structure.
External advisors: individuals with specific skills who can assist
with all aspects of commercial, operational, and technical due diligence and integration.
If the size of the transaction is strategically relevant to the buyer, the core management team is intensively involved in M&A activities since the initial study phase. The General Cable acquisition example demonstrates that the management involvement is higher in cases of tender offers.
WHICH STAKEHOLDERS HAVE TO BE CONSIDERED DURING AN M&A PROCESS?
Companies often consider the owners of both target and buyer to be their only stakeholders. The possible consequences of such an assumption can be demonstrated by Shell's planned sinking of the Brent Spar oil rig in the 1990s. Once it was decided that the oil platform was no longer viable, Shell received full support from the UK Government to dump the plant into the Atlantic Ocean.
Overnight, environmental groups, such as Greenpeace, became the company's most important stakeholders, much to the surprise of Shell. Indeed, activists occupied Brent Spar. Massive audience was captured from the images of activists being attacked with water cannons and spontaneous protests broke out in Europe. Some Shell stations reported a 50% loss in sales and as public attention grew, the company forced itself to convert the decision and to dismantle the asset on the mainland. To prevent such unforeseen setbacks, all groups that might have an interest in the company and in the specific M&A deal should be listed and sorted according to their power to influence the outcome, and the nature and strength of their interest in the deal. The list of potential stakeholders that need to be considered is long and includes, but is not limited to:
1. Financial advisors. The choice of the merger advisor can be critical in determining the wealth gains to both targets and acquiring firms Wealth gains to shareholders in the form of stock returns tend to be larger when either the target or the bidder uses a first-tier investment bank advisor, so credibility is key. The number of advisors employed in a given transaction can also determine the probability of completing a deal, even if the increased number of advisors adds complexity to the transaction and requires significantly more time for deals to be completed (Hunter & Jagtiani, 2003) . While tier-1 advisors are more likely to complete the deals, and in less time, post-merger gains realized by the acquiring firms in these mergers actually seem to decline. However, larger total advisory fees paid were found to be associated with larger post-merger gains. We believe that a small number of tier-1 advisors who are able to bring different functions and integrate outcomes is the best solution when the process is carried out with a bidder that balances at each step the advisor's perspective with its industrial point of view ( Table 2) . 2. Legal advisors. This refers to the law firms that provide technical advice critical to the negotiation and closure of the deal. They act as counsel to the firms or to the financial advisors involved in the acquisition process. In rare cases, legal advisors are involved in the pricing and financing stages, or throughout the critical post-acquisition integration process. Consequently, they bear a narrower risk in the acquisition process than do financial advisors (Perrini & Russo, 2006) ( Table 3 ).
3. Private equity providers. PE funds are financial investors who buy companies with the goal of reselling them (alone or as part of a group of acquired entities), in order to realize financial gains on the equity invested. Usually, these buyers have in mind a holding period of three to seven years and expect a return on equity (ROE) of 20À25%. Recently, equity investors have also been acquiring industrial and operational knowledge, but they mainly create value through top executive hiring, cost reductions, management incentives, strict control of accounts, and governance. The transactions are usually financed by large amounts of leverage (e.g., leveraged buy out (LBO)). In the past few years, PE firms formed so-called private equity groups (PEGs) to do even larger deals that their massive funds could support on a stand-alone basis, because of the concentration limitations on any investment. These "clubbing" initiatives benefit the group as a whole by reducing competition from other bidders, resulting in lower prices ( Table 4) . identified five major employee concerns in an M&A deal:
• loss of identity;
• lack of information;
• obsession with self-survival;
• loss of talent; and
• family repercussions. Moreover, employee distraction can act as a force that could derail a deal. Keeping frontline employees focused on the base business to defend against competitors, while allocating no more than about 10% of managerial talent to the integration effort, can be a determining factor in the merger's success (Vestring, Rouse, & Rovit, 2004).
7.
Unions. In countries where trade unions or other employee's representative organizations have formal influence on corporate governance (e.g., works councils in Germany), opposition to the deal by employees may suggest implementation difficulties, discourage the bidder and determine the transaction's negative outcome.
8. Customers. "It's very easy to forget the consumer during a merger," says Mark Addicks, Chief Marketing Officer at General Mills. Loyalty is a volatile sentiment in developed markets and even the changes that derive from a merge can result in a big difference to customers, who in turn are prone to shift their preferences between different competitors. In this sense, customer defections contribute to the M&A's high failure rate. Once a client becomes dissatisfied, the time needed to regain lost ground can be long. That's the conclusion of a study implemented by University of Michigan for Business Week (Thornton, Arndt, & Weber, 2004) and based on data which collected customers' perceptions of 28 big companies that were involved in major mergers. Results showed that customers who were asked to rate a company's performance in terms of prices, quality, and company's ability to meet their expectations were significantly less satisfied on average than they were before the acquisition, mainly due to a perception of lack of choice, and this frustration continued for two years after the deal closed. Only 29% of customers said they got better service or positive effects on prices after the merger. Worst results were obtained where the transaction involved industries whose services have greater impact on the everyday life of consumers. Generally, customers look for consistency in service across both merged companies from the start. Current and future performances of the company are based on its capacity to meet customers' needs. For this reason, initiatives that can improve customer retention are fundamental for success. To be successful, Laura Miles and Ted Rouse from Bain & Company suggest that acquiring entities:
• Adopt specific customer metrics to track performance and include customer retention initiatives within the deal model that include personal visits by relationship managers, letters to retail customers, and a significant marketing investment aimed at explaining how the transaction will benefit the customer.
• Embed consideration of the customer experience as an integral part of merger planning as well as the integration process after the deal has closed. Create a team focused on the customer experience and assess the effects of each decision on each costumer.
• Identify and accelerate actions to improve the customer experience or increase the value of your offering to them. Clients always expect to benefit in terms of quality or prices, or both. Meeting these expectations as soon as possible is the basis for customer satisfaction.
• Communicate and listen. Avoid customers' misperceptions of certain events with transparency; bundle bad news with positive information so that the information can be absorbed with a greater sense of balance and perspective.
• Empower employees. Satisfied employees equal happy customers. Mergers create stress for employees. At the same time, the need to deliver an exceptional experience to customers during a time of change is high, since customer retention is crucial for performance. Accordingly, empowerment of frontline personnel can be vital in transmitting perceptions about the company to clients.
In most merger situations, there are several other stakeholders that need to be considered: governments, investors, intermediaries, suppliers, regulators, and communities in which the merging companies have important facilities. An example of the impact of governments on the success of M&A projects is the PfizerAllergan merger, which was based on the logic of tax-inversionthe relocation of a corporation's legal domicile to a lower taxnation while maintaining operations in the country of origin. This particular M&A made it to the top of our list of announced mega-mergers in Table 1 in part because it typifies a trend in US corporate deal making, representing increasing concern to the US Administration. In fact, after the Obama administration heavily criticized the biggest drug company operating in the United States for its proposed move to Ireland to lower its taxes, Pfizer has decided to kill its $160 billion takeover of Allergan PLC. On top of renouncing to the deal, Pfizer had to pay Allergan a breakup fee of $150 million for reimbursement of expenses associated with the transaction.
One of the main competitive disadvantages the company is facing with respect to its main competitors is its significantly higher tax rates. By combining with Irish Allergan, not only could Pfizer have cut its tax rates, it could have gained access to revenues it was keeping overseas in order to avoid paying taxes in the United States, on top of the taxes it had already paid in foreign countries. In addition, Pfizer could have expanded its portfolio of highgrowth products with Allergan blockbusters such as Botox, dry-eye treatment Restasis, and irritable-bowel drug Linzess.
The main challenge for senior managers is therefore to identify key stakeholder groups and actively manage them. They can begin by mapping them in a table defining the stakeholders and, if possible, specific people, and understanding the nature and strength of their interest and influence on the M&A deal, as well as potential communication strategies. This list can then be converted into a stakeholder matrix (Figure 2) , which allows for the classification of stakeholder groups.
Once all the stakeholders are properly monitored and addressed, with their potential influence on the deal taken into due consideration and proper counter-actions developed, management should have a thorough idea of the obstacles the company will need to tackle if they move ahead with an M&A transaction.
WHAT ARE THE MAIN PHASES OF M&A?
As depicted in Figure 3 , there are five main M&A phases a company needs to manage when dealing with the acquisition of another entity. The fundamental concept to start with is that an • A stakeholders have a strong interest in the M&A deal and a significant influence on it. Therefore, this group must be involved early on in the decision process and be kept fully informed.
• B1 stakeholders have a strong interest in the deal but no great influence on it. If the stakeholders' attitude to the M&A strategy is positive and supportive, possible ways of enhancing this group's influence should be examined.
• B2 stakeholders have a weak interest but exert great influence on the M&A deal. The information policy is basically reactive. By providing selective information, the company can try to arouse positive interest and prevent negative interest.
• C stakeholders have a weak interest and little influence on the deal. The company is passive toward this group in its information policy and does not put together any specific information for it.
This group is therefore not actively involved in the information policy but it is monitored for changes in interest or influence status. acquisition is not a strategy, but a means to obtain a strategic goal. The first phase in an M&A process is therefore always the definition of a value-generating strategy. Prysmian, for example, bought Draka mainly to consolidate the industry and create efficiencies. Microsoft bought LinkedIn to realize synergies for Microsoft's Office productivity suite and LinkedIn's social network.
Strategic objectives should always be the trigger for M&A -unless someone offers you a bargain that is hard to refuse, like buying a flat in the center of New York for $2,000 per square meter. Once a strategy is defined and alternative options to implement that strategy have been excluded, a profile of the ideal target company can be developed as a second step. This profile builds the basis for screening candidates and gathering initial secondary data on potential targets. After having created a short list of firms that could be contacted, negotiations can start. These discussions can lead to deal closing and post-merger activities as well as deal failure and the need to restart the process again.
The relationship between each phase of the process, from target selection to due diligence and negotiation, can be especially delicate, and one phase predicates the successful outcome of the next.
For this reason, each phase must be consistent with the overall objective of the deal to avoid the risk that deal-breaking factors can emerge that could interrupt the process. The main reasons for interrupting the process include:
• the analysis shows that the target does not fully meet the requirements demanded by the strategic rationale of the project;
• the results of the financial evaluation do not make it a viable alternative;
• the analysis of possible synergies with the target predicts unacceptable or highly risky results; and
